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Introduction □ The authors take full responsibility for any errors or omissions, and wish to thank José Durán, José Carlos Mattos and Jaime Contador for their statistical input.
Asia is the most buoyant region in the world economy in terms of growth, international trade, foreign direct investment, technological innovation and the generation of the financial resources needed to maintain international balances. One important feature of its emergence as a centre of global economic activity is the dominant role played by China and India. The reordering of Asia's economy and trade around these two countries is the most important process of its kind underway in the region. In addition, both countries have expressed an unprecedented level of interest in establishing strategic relationships with Latin America and the Caribbean. Given their high projected growth levels, China and India will remain the most important driver of world economic growth in coming years, creating a market of great potential for exports from Latin America and the Caribbean. These markets had remained largely untapped until recently, with the exception of certain primary products.
II
Chief characteristics and economic and trade performance
China and India confirm trend toward rapid growth
The past few years have witnessed a significant increase in the global economic importance of China. In terms of Gross Domestic Product (GDP), measured at current prices, China became the world's fourth largest economy in 2005, after the United States, Japan and Germany. It has already surpassed the United Kingdom and France. In terms of purchasing power parity (PPP), its GDP is second only to that of the United States. China alone was responsible for over 27% of world GDP growth in 2005, in PPP terms -a contribution larger than that of the United States, the European Union and Japan combined (ECLAC, 2006) , and one which has undoubtedly helped to maintain the global growth rate. The Chinese economy grew by 10.7% in 2006, thanks to buoyant domestic investment and exports, which makes for an average growth level approaching two digits over the last three decades. Growth during this period has been driven by the industrial sector. The share of services in GDP has also increased, while that of agriculture has dropped (table 1) . The buoyancy of the country's export sector is also reflected by the favourable behaviour of its current account surplus. India posted a growth rate of 9.2% in 2006, accompanied by a similar increase in consumption. The new economic programme implemented in 1991 -which focuses on economic liberalization and the correction of macroeconomic imbalances-enabled the country to achieve an average annual growth rate of 6.4% between 1995 and 2005. The Indian economy has been marked by significant structural change: the share of services in GDP has increased, while that of the agricultural sector has clearly diminished (table 1). Growth is expected to remain steady over the next few years, with the services sector driving economic development. The role of the manufacturing sector is not as prominent in India as it is in China; productivity in that sector has increased on a far more modest scale (UNCTAD, 2005) . Inflation -a constant source of concern in India-is approximately 6%, notwithstanding an increase in oil prices. Unlike China, India has run a current account deficit for the past few years. GDP, 2005) 7.2 -1.5 Per capita trade (millions of dollars, 2003-2005) 962 236
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Gini coefficient (1996) (1997) (1998) (1999) (2000) (2001) (2002) 3 China has become an important trading partner for the United States -so much so that, in 2005, it was responsible for 14.6% of total imports to that country, compared to a mere 3.2% for India. authorities continue to pressure the Chinese government to liberalize its exchange regime, and legislation has been proposed to adopt retaliatory measures if it fails to do so. The Indian rupee has closely followed the trends set by international financial markets. In real terms, measured against other relevant currencies, its value is 6% higher than the average of the last 15 years. If the country's slide toward a deficit in the current account persists, the real exchange rate may depreciate.
the rise of China and India in world trade
In 2006, the combined exports of China and India comprised 9.2% of the world total (compared to 4.5% in 2000). Chinese exports grew by 27%, reaching a total of US$ 969 billion, or 1.5 times the exports of Latin America and the Caribbean. Indian exports and imports in 2006 totalled US$ 120 billion and US$ 174 billion, respectively.
The United States and the European Union constitute important export markets for both China and India (table  1) . Neighbouring Asia-Pacific countries also hold a significant share of Chinese trade; this is particularly true of the Hong Kong Special Administrative Region (SAR) of China and Taiwan Province of China, as well as Japan, the Republic of Korea and the countries that comprise the Association of Southeast Asian Nations (ASEAN). As will be explained below, many of China's Asian neighbours are using it as a springboard for exports to the United States and Europe. These countries have also become important markets for India: Asia and Oceania together accounted for about 35% of total Indian exports and imports during the 2005/2006 fiscal year. Western Africa and the Middle East are also important markets for Indian products. The share of Latin America and the Caribbean in the trade of the two Asian nations amounts to only 3%.
China and India are among the world's ten leading exporters and importers of business services. The buoyancy of Indian service exports is particularly striking; they have grown at over twice the rate of Chinese exports since 2003, rapidly approaching the levels of that country and those of Latin America and the Caribbean. The "Other business Services" category, which includes the subsectors that have displayed the highest levels of growth worldwide (for example, communication services, construction services, insurance services, computer and related services, royalties and licensing rights, personal services, cultural services, recreational services and other business services) accounts for 78% of Indian business-service exports, far surpassing the other two main service categories, Transport and Travel, in terms of relative importance (table 1) The export structure of China has undergone a spectacular change over the last two decades. The 4 India has been slower to open its economy to FDI. Inflows of foreign capital during the 2005/2006 fiscal year amounted to only US$ 5.1 billion. This is the highest amount on record, however, and represents a 60% increase compared to the previous year. This surge in FDI appears to be a result of policies designed to attract investors. Such policies include the establishment of special economic areas.
Challenges and prospects
Another significant difference between China and India lies in the fact that trade liberalization has been less extensive in India than it has in China (table 1). Chinese tariffs are low and linear, whereas India clings to pockets of protection, particularly in the agricultural sector. China has adopted commitments in every sector of business services covered by the General Agreement on Trade in Services (GATS) -93 sectors, including the financial and telecommunication services subsectors-whereas India has adopted commitments in only 37 sectors (WTO, 2006) . The reduction of tariffs and non-tariff barriers within the framework of the ASEAN trade agreement with China, as well as the trade agreement between China and India -which may enter into force in 2007, and covers both manufactured and agricultural products-may have a significant impact on the future of Latin American trade with the two Asian countries, particularly in terms of diversion of trade.
As mentioned above, India continues to develop, and displays great potential for further growth in the field of information and communication technologies and business process outsourcing. ICTs comprise only a small fraction of the overall services sector, however. One significant impediment to the expansion of these services is the current lack of investment in technological and human capital, given the tremendous growth of these technologies. A strong link has yet to be forged between trade and FDI, as it has been in China. This not only hampers India's insertion into global markets for commodities involving value added and knowledge, but also hinders its inclusion in the dynamic network of intra-industry and intra-firm trade in the Asian region.
The acceleration of China's booming economy in 2006 and the first semester of 2007 spotlights the risk of uncontrolled growth, which, driven by the country's enormous trade surplus, might lead to justified pressures to appreciate the yuan. In fact, there is no guarantee that growth will slow. As stated in the eleventh Five-Year Social and Economic Development Plan (2006) (2007) (2008) (2009) (2010) , the country must urgently address the structural weaknesses caused by its rapid industrialization and modernization. These weaknesses include idle capacity in certain sectors, deepening income inequality -particularly between urban and rural areas, and between the coast and the interior-and serious environmental problems. The main objective of the Plan is to promote a more balanced, equitable and sustainable approach to growth, using strategies specifically designed to correct the problems in question. It may alter the composition of aggregate demand and slow economic growth, in order to make it more sustainable in the long term.
In the short-term, India's prospects are promising: growth will continue at a rate of seven percent to nine percent over the next few years, with moderate inflation. In the medium term, however, the country will be faced with high public debt, a growing current account deficit and a need for reform. It is imperative that the government continue to strengthen its fiscal position, while also improving the country's infrastructure (particularly its power supply and road network), in order to support industrial development. It must also promote the training of human resources in the services sector, and make the investments necessary to increase rural productivity.
III growing trade relations between Latin America and the Caribbean and China and India
defence mechanisms, such as antidumping. To that end, it has worked to obtain the "market-economy status" awarded by 27 countries, seven of which are located in Latin America and the Caribbean (ECLAC, 2005). (table 3) . The structure of the region's exports to China and India is characterized by a predominance of natural resources and natural-resource-based manufactures. This stands in sharp contrast to the structure of intraregional Latin American trade, which is characterized by a high percentage of medium-technology products. China must ensure a supply of raw materials, foodstuffs and energy products to support its rapid growth. It is also seeking a favourable market for its exports, and wishes to quash allegations that it employs "abusive" trade surging Chinese demand for primary products has not benefited the countries of Central America, which are net importers of oil and exporters of textiles and wearing apparel. These countries have actually seen their terms of trade deteriorate as a result of Chinese competition for the United States manufactures market. China is already one of the main export markets of several countries in the region (figure 1). Its trade with the countries of South America has been highly beneficial for the latter; 2005 marked the fourth consecutive year of growth for the subregion's trade surplus (figure 2). This accrued surplus is concentrated mainly in primary products and natural-resource-based manufactures, however. The subregion's deficit in terms of manufactures that include technology has increased considerably. For example, South America supplies over 60% of Chinese soya bean imports (mainly from brazil and Argentina); 80% of its fish meal (from Peru and Chile); about 60% of its poultry and chopped poultry waste (Argentina and brazil); and 45% of its grapes and wine, from Chile (table 4). The export basket of the subregion is dominated by a small number of products. In the case of Argentina, for example, three products (soya beans, soya bean oil and petroleum) account for over 84% of the country's total exports to China. Chile is similarly situated: three products (refined copper, copper concentrate and wood pulp) account for 85% of the country's total exports to China.
The composition of exports from Mexico and Central America to the United States is similar to that of Chinese exports to that country (figure 3, section A). The subregion and China both export medium-and high-technology manufactures (electrical and electronic products, including computers and products for the motor vehicle industry, among other items). They also export low-technology products, such as textiles and wearing apparel. figure 3, section b) . The textile and wearing apparel categories clearly reflect this shift; both Mexico and Central America have suffered a significant loss of market share in those sectors (figure 3, section C). A similar, even sharper transformation is taking place in the electricity/electronics sector -particularly with regard to computers (Dussel Peters, 2005) .
Trade between China and Mexico is also highly asymmetrical; China accounts for less than 1% of overall Mexican exports, and yet it is the second largest exporter of goods to that country. As a result, Mexico and Central America now run growing deficits in their trade with China ( figure 3, section D) . This asymmetry is also reflected by the fact that the 15 . Column 3 details the share of each import from Latin America and the Caribbean in overall imports of that product from the rest of the world. Column 4 lists the five main suppliers of each product. Column 5 details the share of these five countries in total import value.
products that dominate Chinese imports from Mexico and Central America are manufactures -particularly in the electronics sector-with the exception of copper and iron ore. The market share of these products in China remains negligible (table 6) . Given all of the above, the subregion should strengthen its trade ties and strive for complementarity with China, instead of focusing solely on central markets (the United States and the European Union). To that end, it should establish trade and technology partnerships, which would entail the adoption of international quality standards and thus benefit the subregion. Such partnerships could also lead to trade complementarities that may help to deflect protectionist pressures from industrialized countries.
trade between India and Latin America and the Caribbean
While Latin America and the Caribbean does not represent a significant market for India as of yet, the region's importance is growing. primary products or natural-resource-based manufactures. Soya beans, copper and copper concentrates, other metals, wood and alcohol constitute the region's main exports to India. India's exports to Latin America are also low on diversity: 15 products account for about 60% of all exports. Petroleum, medicaments, motor cars, chemical products, textiles and wearing apparel are the main products in the country's export basket (table 8) .
China as the driver of trade between Asian countries
China's striking economic growth has put it at the heart of Asia's booming trade. Latin American exporters of primary products face stiff competition on the Chinese market from exporters from other regions, particularly ASEAN economies. China now depends more heavily on the countries of the Latin American Integration Association (LAIA) than on ASEAN countries for its supply of primary products (table   9) . With regard to natural-resource-based manufactures, however, the market share of ASEAN is twice that of LAIA. Approximately 20% of China's imported hightechnology manufactures are supplied by ASEAN countries, while over 8% of its high-technology exports and 11% of its natural-resource-based manufactures are sold to those countries. These relatively high percentages suggest that a network of intra-industry trade exists between China and ASEAN. They also suggest that many raw materials and natural-resource-based manufactures belong to sectors in which LAIA faces sharp competition from Asian countries.
This competition is illustrated in table 10, which lists the 30 main products imported by China from Latin America and the Caribbean in 2004, the top five suppliers of each product and their respective market shares. What stands out is the importance of many Asian countries as suppliers of the same natural resources for which Latin America possesses a sizable comparative advantage on the Chinese market, and in which it continues to specialize. Notwithstanding the significant role of some Latin American countries as major suppliers of primary products, competition within Latin America is expected to intensify, and diversion of trade may have a significant impact on the region unless proactive policies are adopted with regard to the establishment of bilateral or subregional trade agreements. As shown in table 9, which details the respective shares of China and India in trade flows with ASEAN and LAIA, India is joining Asia's network of intra-industry trade. For India, the countries of ASEAN are important suppliers of primary goods and natural-resource-based manufactures -much more so than LAIA. ASEAN countries account for a relatively high share of the manufactured goods imported by India. Approximately 16% of India's high-technology manufactures and 8% of its medium-and low-technology goods are imported from neighbouring ASEAN countries. LAIA countries are of little import as a destination for Indian exports. The Indian market remains largely unexplored by Latin America and the Caribbean. In addition to the expansion of its information and telecommunication technology sectors, growth has been observed in manufacturing sectors such as the motor vehicle, electronics and transport-equipment industries. The Government of India also supports the pharmaceutical industry, as well as the rapidly developing biotechnology sector, in order to exploit the human and biogenetic resources they provide.
free trade agreements with China and India
A new commercial order is forming around the Chinese economy in east Asia. This region, which is emerging as a bloc in the international economy, is consolidating an integration process that began in the 1980s, spurred by intraregional investment and growing intra-industry trade. A preferential trade regime, accompanied by greater standardization of rules regarding trade disciplines, investment, services, technical and phytosanitary standards, trade facilitation and labour mobility, among other issues, would be a decisive step toward deeper regional integration. A future free trade area comprising China, Japan, the Republic of Korea and ASEAN, with the possible addition of Australia, New Zealand and India, would strongly encourage intraregional trade. Above all, however, it would have a significant impact on the economic landscape of the Asia-Pacific region. A free trade area consisting of ASEAN and China would represent a combined GDP of at least US$ 1.6 billion; if Japan is included, that figure would rise to US$ 5.5 billion, making east Asia a significant counterweight to the United States and Europe.
China and India have negotiated several free trade agreements over the past few years. China began by establishing special trading arrangements with the Hong Kong Special Administrative Region and Macao, followed by a free trade agreement (FTA) with Chile and an "early harvest" agreement with Pakistan. 5 It also began 5 That is, an agreement that begins producing results before it enters into full effect.
reducing the tariffs applied to ASEAN countries. It has either signed or is negotiating free trade agreements with around 27 countries (People's Daily Online, 2006). India is also creating a complex network of trade agreements. It has already established eight FTAs, including partial agreements with Chile and Mercosur, it is negotiating agreements with eight other groups of countries and it is considering ten more agreements (table 11) . China has signed investment protection agreements with Argentina, barbados, bolivia, Chile, Cuba, Ecuador, Jamaica, Peru and Uruguay, and has established tourism agreements with six Latin American countries (Argentina, brazil Zealand and Singapore, which has already been signed; several Peruvian proposals (an FTA with Thailand, for which negotiations were finalized in 2005, and possible FTAs with Singapore, China and India); and an FTA between Panama and Singapore. In addition, Chile recently finished negotiating an FTA with Japan, and is negotiating similar agreements with Thailand and Malaysia. These initiatives reflect a serious attempt by Latin American countries to adopt a more strategic approach to their relationship with China and the AsiaPacific region.
Implications for Latin America and the Caribbean of a regional free trade agreement in Asia
The creation of a free trade area in Asia consisting of China, the Republic of Korea and Japan (and possibly India, which might be included as a trading partner at some point in the future) poses a challenge to Latin America and the Caribbean, inasmuch as integration in Asia is more intraregional in nature, with intraregional exports playing a greater role in the region's scheme of tariff preferences. As mentioned above, imports from Latin America and the Caribbean still consist mostly of primary products and natural resources, whereas imports from ASEAN countries are mainly comprised of high-technology goods, such as information and telecommunications. The tariffs applied to these products have dropped considerably over the past few years.
The countries of Latin America and the Caribbean would face less of a disadvantage as they compete with ASEAN for Chinese markets if they signed free trade agreements with that bloc. The strongest competition would arise in the primary-product and naturalresource-based manufacture sectors, where ASEAN countries will continue to enjoy comparative production advantages if effective tariffs remain high (table 12) . The tariffs applied by ASEAN, China, Japan and the Republic of Korea (ASEAN + 3) to agricultural products, textiles, wearing apparel and certain categories of machinery remain high; a lowering of these tariffs within the framework of the ASEAN + 3 agreement, the respective agreements between ASEAN and the three countries mentioned above or even the China-ASEAN or ASEAN-India agreement would benefit ASEAN countries at the expense of Latin America and the Caribbean.
These new agreements between ASEAN countries and trading partners outside of their own bloc are part of a second wave of preferential trade agreements -one which follows the Agreement on the Common Effective Preferential Tariff Scheme for the Establishment of the ASEAN Free Trade Area (AFTA). The main objective of this Agreement, which was approved in 1992 and entered into force in 1993, is to integrate the economies of ASEAN into a single production area, creating a vast market of 500 million people.
IV

Conclusions and recommendations
The economic, strategic and demographic importance of China and India has put them at the forefront of Asian countries. From an economic perspective, both countries -particularly China-have played a key role in the significant changes that have occurred in the level and structure of world demand, and have served as a significant source of financial resources for the preservation of international balances. Relations between the two countries and Latin America and the Caribbean are still in their infancy, however -although exchanges with China have recently increased, mainly as a result of that country's interest in securing access to the natural resources of South America.
So far, South American exports to China and India have been dominated by natural-resource-based manufactures, while the region's imports from the two countries have consisted mainly of low-, medium-and high-technology manufactures. China has become a major destination for exports from other Asian countries, which have gradually attained a higher degree of specialization, and now produce not only natural-resource-based manufactures but also more complex inputs.
Given the inter-industrial nature of trade between China and South America, the region should seek to create partnerships between its firms and successful Asian companies, in order to gain access to supply chains that produce more complex, technologically sophisticated inputs for production units. The best approach may be to build partnerships around chains, in order to increase the sophistication of the naturalresource-based manufactures the region exports to Asia. Latin America should make optimal use of its natural resources, promoting long-term contracts, investment agreements and technological partnerships in the natural resources sector, as well as strategic production clusters among countries, firms and specific geographic areas in Asia. Strategic partnerships should also be created to increase value added throughout the production and marketing chain, and mutually beneficial technological partnerships should be developed (to apply advances in biotechnology to agro-industry, mining, forestry and fishery, for example).
As for strategic relations between Mexico-Central America and China, efforts should be made to ensure that the former plays a part in the integration of regional production -a process being driven by Asian markets, and one in which China plays an increasingly important role. This is an achievable goal, given the advantages the subregion enjoys in its relationship with the United States market, which include logistical efficiencies and geographic proximity. This weighs heavily in the strategic calculations of China, Japan, the Republic of Korea and Singapore. Furthermore, increased intra-industry trade between China, on the one hand, and Mexico and Central America, on the other, would provide the subregion with new access routes to the Chinese market, encourage the adoption of new technologies and improve worker skills and management techniques. Notwithstanding the significant role played by some Latin American countries as leading suppliers of primary products, competition in that sector between Asia and South America is likely to intensify, leading to significant diversion of trade for the region, unless proactive policies are pursued with regard to the adoption of bilateral or subregional trade agreements. Such agreements would have a positive impact on the region, given their effect on international flows of foreign direct investment, as well as the business they would generate for products currently facing sharp competition on the Chinese market from the economies of East Asia.
It is also imperative that the countries of the region take advantage of the economic buoyancy of China and India, as well as the new ties being forged with those countries, in order to foster innovation and competitiveness within the region. Those assets tend to be one of the weaker links in the Latin American regional experience. This will require stronger ties between trade and investment, and between the various components of production and technology. China and India offer investments (particularly in areas such as infrastructure, information and communication technologies and energy) that can supplement the funding of important projects in these sectors. An interesting challenge in this regard is to determine which infrastructure, energy and research and development initiatives are in greatest need of this Chinese or Indian investment, with a view to speeding their completion. This would not only strengthen the region's ties with China and the Asia-Pacific region, facilitating trade and investment, but would also generate external inputs that might strengthen the subregional integration process, be it in South America or in Mexico-Central America. Thus, the region's strategic partnership with China and India would supplement the aggiornamento of regional integration through unified markets, increasingly standardized norms and greater legal certainty. There is no "Great Wall of China" standing between stronger economic ties with the Asia-Pacific region and increased regional integration. On the contrary, given the proper policies and political will on both sides, dynamic complementarities can be built between both strategic possibilities.
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